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Inventory Condition in the Current Recovery 
stock Accumulation Continues, liut at Modest Rate 

Inventory Kequirements Bein^ Met at lover levels 

B T BUSINESS investment in inventories, 
which contributed importantly to last 
spring's upturn in output, has added 
little to the sizable further advance in 
gross national product during the second 
half of 1961. Stock accumulation has 
continued, accompanying the expansion 
of business sales to new highs, but the 
seasonally adjusted volume of such in­
vestment has been little changed. A 
continuation of this pattern is suggested 
by the survey of manufacturers' antici­

pations conducted late last j'ear which 
found that inventory additions in the 
initial quarter of 1962 are expected to 
equal those in the last two quarters 
of 1961. 

The rise in manufacturing and trade 
inventories in the final quarter of 1961 
was about equal to the seasonally ad­
justed annual rate of $4:% billion in the 
third quarter (see chart). While inven­
tory rebuilding was less in the spring 
quarter, the large shift from last 
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winter's disinvestment (at a $4 billion 
annual rate) played a major role in the 
increased flow of orders and production. 

A feature of 1961 developments was 
the coincidental timing of stock accu­
mulation and the recovery in GNP final 
demand; as a result of its unusually 
prompt turnaround in the second 
quarter of last year inventory invest­
ment thus far in the current expansion 
has been higher relative to the rise in 
GNP than in the initial recovery periods 
of earlier postwar recoveries. The 
ratio of stocks held by all business firms 
to GNP at the end of 1961, however, 
was lower than its postwar average, and 
quite close to those in the final quarter 
of 1958, and in the opening quarters of 
1950 and 1955, all periods when recover­
ies had been under way for about 9 
months. 

As can be seen in the chart, the firet 
quarter 1961 liquidation was concen­
trated among retail automotive dealers 
and the durable goods manufacturing 
industries. Subsequently durable goods 
manufacturers have been rebuilding in­
ventories, while stoclcs of durables at 
trade establishments showed only minor 
fluctuations around the reduced spring 
levels. Producei-s and distributoi-s of 
nondurable goods, however, have 
tended to increase stock holdings 
throughout 1961. 

Factors moderating stock investment 

The apparently' cautious inventory 
policy being followed by business stems 
from several factors including both 
temporary and longer run influences. 
Most importantly, the economy has 
been operating well below capacity in 
recent years and, except during periods 
affected by industrial strikes, virtually 
all goods have been in ample supply. 
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Prices have reflected this situation and 
have been relatively stable for finished 
goods and semifinished components, 
while for basic materials, where com­
petitive conditions are even more in­
tense, they have remained on the 
average persistently below the level in 
the late 1940's, except for the Korean 
period. 

In addition, businessmen have be­
come more conscious of inventory 
carrying costs particularly in view of 
declining profit margins and high cost 
of borrowing. Given the above devel­
opments, management has not felt any 
urgency in inventory bujang beyond 
immediate requirements for production 
and distribution, and even these re­
quirements have apparently been met 
at minimum levels. 

Some special factors should also be 
noted. In the key automobile industry. 
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production was tightly scheduled in 
line with retail deUveries throughout 
1961. After the initial reduction last 
winter and early spring, stocks have 
been held in the 700,000 to 800,000 
car range—a low level by recent experi­
ence, as the constantly enlarging 
number of models and consumer 
choice available has operated to re­
quire higher stocks. If these stocks 
are rebuilt to the volume maintained 
through most of 1960 and the first 
quarter of last year, the result would be 
a sizable—though short-run—addition 
to inventories. 

The coming wage negotiations in 
steel may have an unsettling impact on 
this year's inventory movements remi­
niscent of the 1959-60 experience. 
Sizable stocking of steel during the 
first half of 1962 would likely reduce 
second half demand regardless of the 
outcome of the wage talks. 

Inventory Condition: Tliree Tests 

The primary requirement in an evalu­
ation of the adequacy of inventory held 
by an industry or a firm at any pai'-
ticular point of time is an appraisal of 
both the current and prospective level 
of sales or output. Such a derived 
judgment will be tempered by addi­
tional factors such as the availability 
of materials, price expectations, and 
financing costs. 

This section will attempt to appraise 
the current position of manufactiu"ing 
stoclvs using three procedures. These 
procedures are different in perspective, 
although all rely on the levels and 
changes in sales and, in some cases, 
imfilled orders. For major manufac-
tm-ing industries comparisons will be 
made (1) between cmi'ent and past 
stock-sales ratios, (2) between actual 
values of inventories and "expected" 
values based on correlation techniques 
and (3) rising information available 
from OBE's sm-vey of sales and inven­
tory expectations on how manufactures 
view their inventory condition "in re­
lation to their sales and unfilled orders 
position." The first two tests will also 
be used in forming a judgment on the 
current position of trade stocks. 

table 1. The book values of inven­
tories held by producers of electrical 
machinery, nonelectrical machinery, fab­
ricated metal products, transportation 
equipment, textiles, petroleum prod­
ucts, and chemicals in late 1961 are 
found to be on the low side by these 

PATTERN OF MANUFACTURING AND 

TRADE INVENTORIES 

• Inventory Additions Continue at Moderate Rate 

Billion $ 

Some quaUfications should bo noted 
in using these data. First, stock-sales 
ratios show large cycHcal fluctuations, 
and generally vary inversely with sales 
movements: comparisons to be valid 
must be made between periods in 
similar stages of the cycle. At the 
current stage of the recovery—^i.e., 
prior to its matmity—the ratios should 
be, and are, well below those of last 
winter when sales in most industries 
and trades were at cyclical lows. 

Secondly, it has been found that 
manufactm'ers only infrequently clas­
sify then' inventory holdings as "low"— 
a notable exception occurred during 
the 1959 steel strike—^but instead a 
comfortable majority usually categorize 
them as "about right," and most of the 
remainder find them "high."* The 
appraisal of inventory condition is 
therefore based primarily on compari­
sons of current and past proportions 
classifled as "high." 

Comparisons of the reported in­
ventory conditions and stock-sales 
ratios in recent periods are shown in 
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measures, as well as by their postwar 
relationships to sales. Stone, clay, and 
glass stocks appear to be somewhat high 
according to the correlations and the 
companies' evaluations, while the stock-
sales ratio is little dift'eront from 1958. 
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Both the correlations and the stock-
sales ratios show primary metals stocks 
to be high, although this finding is 
apparently not supported by the manu-
factm-ers' own views. In this instance 
it may very well be that producers are 
not disturbed by the apparent heavi­
ness in stocks relative to sales in view 
of such factors as the coming steel 
wage negotiations and the greatly im­
proved prospects in the auto market 
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which is the primary consumer of this 
industry's products. 

The 1961 fall shutdowns in autos 
affect the "calculated" value of stocks 
based on the regression with lagged 
sales. After a rough aRowance for 
sales lost due to the strikes, motor 
vehicle companies' stocks at the end of 
November were about in line with ex­
pectations from the postwar relation­
ship; their stoclc-sales ratio was about 
the same as in the fall of 1958, although 
higher than in similar stages of the 
1950 and 1955 recoveries. Stocks of 
food and beverage companies were also 
about in line with past ratios and re­
lationships to sales. Manufacturers of 
motor vehicles and food viewed their 
September 1961 inventories more favor­
ably than in other recent periods. 

The correlations implied that stoclcs 
held at durable and nondurable goods 
retailers in November were about in 
line with expected values. This holds 
for the lumber-building materials-hard­
ware and food groups; these findings 
are generally supported by the stock-
sales ratios. On the other hand, the 
measures indicated that stoclcs at gen­
eral merchandise and fm-niture-appli-
auce stores were somewhat low as they 
entered the Christmas shopping season. 

Apparel stocks appeared to be a little 
on the high side when appraised by the 
correlation, but about right according 
to the stock-sales ratio measure. The 
correlation also found automotive deal­
ers' stocks to be somewhat higher than 
suggested by their average postwar 
relationship to lagged sales. This result 
is highly questionable, however, since 
the introduction of many new brands of 
cars in recent years has raised inventory 
requirements considerably above the 
earlier postwar experience. 

Summing up, the correlations, the 
stock-sales ratios and manufacturers' 
reports all suggest that most industries 
are currently operating on a relatively 
low volume of inventory. In only a 
few areas do stocks appear high in 
historical perspective. Focusing on the 
aggregates, the durable and nondm-able 
goods groups in manufacturing and 
wholesaling all appear to be operating 
on rather conservative stock levels. 

In retail trade, both major groups 
62-1-8 appear to be about in line with sales. 
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although the durable goods' stock-sales 
ratio is low. This apparent inconsist­
ency reflects the striking increase in 
durable goods sales this fall, which 
affects the up-to-date ratios but is not 
adequately handled in the lagged-sales 
correlations. If November-December 
sales are introduced into the correla­
tions, there is a suggestion that the 
aggregate current level of inventories 
will have to be raised to support a 
continuation of such a volume of sales. 

Accumulation in Manufac­
turers' Stocks Underway 

The 1960 business downturn was 
evident earlier in manufacturing than 
in most other sectors: Total manufac-
tiiring sales and orders peaked as early 
as February 1960; manufacturers' in­
ventories peaked 4 months later. Sales 
and orders turned up in February of 
1961 and the decline in inventories was 
halted only one month later, on a sea­
sonally adjusted basis, although ac­
cumulation did not really begin until 
July. 

The 1960 decline in inventories and 
the 1961 rise were entirely confined to 
the durable goods sector of the econo­
my, as can be seen in the first chart. 
Nondurable goods inventories remained 
virtually unchanged during this entire 
period, a not surprising result given the 
stability in soft goods demand. Non­
durable sales declined only 3 percent 
from April of 1960 to the low point in 
January 1961, and then rose gradually 
to achieve record highs last fall. 

In contrast, durable goods inven­
tories, which reached a cyclical peak in 
June of 1960, declined by $2 billion 
before the spring of 1961 and have since 
risen a somewhat smaller amount. 
Durable goods sales declined one-sixth 
from February 1960 to February 1961, 
and regained most of the loss in the 
succeeding montlis of last year, with 
virtually all major industries partici­
pating in the advance. 

Primary metals lead rise 

Primary metals producers began to 
increase tlieu- stocks during the second 
quarter of 1961, at a time wlien most of 
the metal-using industries which they 
supply were still cutting inventory. 
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There is some indication that upturns 
in primary metals stocks generally pre­
cede those in inventories held by metal 
products fabricators. Wliile such a 
lead would be expected before and after 
strikes in the metal-supplying indus­
tries, they also have occurred in the last 
three cyclical recoveries. 

Stocks held by steel and nonferrous 
metals companies have risen slowly 
since last spring, not quite matching 
the substantial rise in sales. In steel, 
the stock increase has evidentlj'̂  been 
larger in finished goods: the proportion 
of finished steel shipments to the pro­
duction of steel has been running behind 
year-ago relationships since last April, 
suggesting a buildup of supplies at the 
mill. 

New orders for primary metals rose 
stcadilj'- from February 1961 tlirough 
August, leveled off in the early fall and, 
according to prelhninary indications, 
resumed their rise. Tlie flow of new 
business is currently above year-ago 
rates but by no means equal to the 
record orders received in early 1959. 

A major contributor to the increase 
in mauufactm-ers' inventories in 1961 
was the motor vehicle and parts indus­
try. Stocks of these companies rose in 
the second quarter while liquidation of 
durables was still general; they also 
accounted for one-thu'd of the rise in 
total durable goods inventories in the 
thu'd quarter, although by this time 
increases were prevalent. 

The patterns of inventory changes 
in tlie fabricated metal industrj'^ and in 
electrical and nonelectrical macliinery 
have been quite simihxr: liquidations 
starting in mid-1960 and lasting through 
mid-1961 followed by rebuilding in 
the last half of 1961. The stock in­
creases have been moderate compared 
to the advances in sales, and even more 
so relative to new orders receipts. The 
sales and new orders gains have been 
larger for machinery companies than 
for fabricated metals producers. 

SUEVEY OF CUEEENT BUSINESS 

materials and goods-in-process stocks 
have historically fluctuated in the same 
general pattern as total stocks, but 
with important variations in timing 
and in amplitude of change. Goods-
in-process, being most closely linked 
to output, responds earliest to cj'clical 
turns, except on a few occasions when 
purchased materials stocks responded 
concuiTcntly: finished goods invariably 
show the longest lag. The latter, 
being least subject to management con­
trol and quite sensitive to unexpected 
sales changes, are frequently an indi­
cation of inbalances with demand. 

During the postwar period, stocks 
of purchased materials have declined, 
while finished goods have tended to 
rise, relative to total inventories and to 
sales. Goods-in-process stocks have 

maintained a rather constant ratio to 
total stocks except during the Korean 
period when the proportion was sub­
stantially raised by the inclusion of a 
large volume of defense materiel. 

In the final quarter of 1960 and the 
opening quarter of 1961, durable goods 
manufacturers were reducing stocks at 
aU stages of fabrication, while soft 
goods producers' holdings were showing 
only minor fluctuations. The upturn 
in durable goods output and ship­
ments in the second quarter was ac­
companied, typically, by a further 
liquidation of purchased materials, al­
though this was offset by an unusually 
prompt response in finished goods and 
in-process stocks. As can be seen in 
the chart, all categories of stocks I'ose 
in the second half of 1961. 

RETAIL STORES 
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The increase in pm'chasod materials 
stoclvs last fall was concentrated in the 
steel-using industries: motor vehicles, 
fabricated metals and nonelectrical 
machinery—a development that may 
continue in the cuiTcnt half year due 
to the coming wage talks in steel. 
Primary metals companies, on the 
other band, while reducing purchased 
materials, have accounted for most of 
tlie moderate rise in finished goods 
holdings, and have also been prominent 
in the increase in goods-in-process. 
Accumulation of stocks in this latter 
category has been widespread among 
the industries reflecting the broad ad­
vance in output last year. 

The second panel of the second chart 
presents the stocks movements relative 
to sales. It is clear that purchased 
materials stocks seem to be continuing 
their downward drift relative to sales. 
Here, a given level of output is being 
supported by smaller stocks than at 
almost any time in the past. The 
ready availability of supplies, rapid 
communications and transportation 
facilities, and increasing efficiencies in 
materials handling have apparently 
been effectively utilized to reduce 
materials requu'ements and costs. 

An additional feature in this situation 
is that the bacldogs of unfilled orders 
are currently little different from 1958 
and well below their levels in 1957, 
1959 and the first half of 1960, wliile 
durable goods sales have returned to 

Table 2.—^Business 
IScasnnnlly adjusted 

record rates. Purchased materials 
stocks do not appear quite so low when 
taken as ratios to sales plus unfilled 
orders, as can be see in the third panel of 
the chart. 

Goods-in-process stocks cm'rently ap­
pear to be about in line with past post-
wai' recoveries. For finished goods 
stock-sales ratios in November 1961, 
while below a year earlier, are somewhat 
higher than at similar cyclical positions 
in 1958 and 1955 in the durable goods 
industries, and about the same in non­
durable goods. 

Examination of commodity data 
available in physical units finds that 
factor}'' stock-sales ratios for such con­
sumer products as television sets, re­

frigerators, freezers, washers and driers, 
and ranges in the latter months of 1961 
were, like the book value aggregates, 
below a year earlier but, except for 
television sets, higher than in the fall 
of 1958. This was also true of lumber 
and cement held at the mills—^finished 
goods for these producers. Among 
other basic materials held at supplying 
plants, aluminum and lead stocks are 
higher relative to sales than in other 
recent years, while copper, pulpwood, 
and man-made fibres appear somewhat 
low. OmTent stock-sales ratios for 
meats, gasoline, synthetic rubber, and 
superpliosphate fertilizer are not much 
different from the fall periods of 1958 
and 1960. 

Trends in Retail Inventories 
The recently revised estmiates of in­

ventories held at retail stores (described 
in the December 1961 SURVEY) are 
shown in the chart, along with the com­
parable sales data. Book values have 
grown at a compound rate of 4 percent 
a year since 1948; the growth in physical 
volume terms has been 3 percent, after 
allowing for the 1 percent per annum 
increase in consumer goods prices over 
this period. 

Movements in retailers' inventories 
have closely paralleled sales activity, 
typically after a short lag, since the 
mid-1950's. As can be seen in the 
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1. Manufacturing and wholesale trade based on October and November data. 
Source; U.S. Department of Commerce, Oilicc of Business Economics. 

lower panels of the chart the stock-sales 
ratios have held within narrow bands 
since 1955, although the cyclical fluctua­
tions among the dm-ables are apparent. 

There has, however, been a tendency 
in the more recent period for retailers— 
especially in the nondurable goods 
lines—to hold a lower complement of 
goods relative to the volume of sales. 
Some of the factors in this downward 
drift have been discussed earlier. 
Additionally, however, at tliis level of 
distribution some of the inventory-
carrjdng burden can in some cases be 
passed back to the producer and whole­
saler—although presumably at the risk 
of losing some immediate sales. 

Recent Tnovements 

Accompanying the advance in retail 
sales after the 1958 recession, retail 
stocks moved upwards until November 
1960. The rise was relatively the same 
as the increase in sales from trough to 
peak, with both cyclical points pre­
ceding those in stocks. In the 1960-61 
recession, declines in sales and stocks 
were of short duration, and confined 
primarily to durable goods. Stocks of 
such merchandise fell about one-tenth 
between November 1960 and April 
1961, seasonally adjusted. 

With sales maintained on a plateau 
between May and September—before 
resuming their advance—the total stock 
accumulation between March and Octo-

(Continued on p. IS) 
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and durable goods production. As a 
consequence, steel output has tended 
to lag relative to changes in overall 
production. However, the cm-rent ex­
pansion in durable goods and construc­
tion demand should result in an 
improvement in steel output this year 
both in absolute terms and relative to 
GNP. Over the longer term, competi­
tion from substitute materials and from 
foreign sources of steel may be expected 
to intensify, so that the key factors af­

fecting steel demand will be the behavior 
of durable goods and construction. 

This article suggests that by the mid-
fifties, the ratio of durable goods and 
construction had regained, over a period 
of more than two decades, its long run 
position relative to GNP. A long term 
improvement in the ratio of output of 
such goods to GNP (as well as any 
factors tending to increase the overall 
growth rate of the economy, of course) 
would be favorable for the steel in­
dustry's market prospects. 

ber 1961 was less than $}i billion, mostly 
in nondurables, (see chart). November, 
however, saw a $300 million rise 
in inventories. 
Auto stocks volatile, other durables 

stable 
Retail inventory movements con­

tinued to reflect largely fluctuations 
in the auto market which are rapidly 
manifested in the automotive dealers' 
stocks (see first chart). From a low in 
August 1958, such stocks rose about 50 
percent before reaching a peak in 
November 1960. The steady gi-owth in 
the number of new automobiles held 
by dealers was influenced in large part 
by the introduction of compacts into 
the automobile market, a factor which 
subsequently about doubled the number 
of car brands offered for sale. The 
number of new cars in stock rose from 
around 550,000 in the summer of 1958 
to a million in late 1960. With the 
cj'clical decline in sales in the latter 
months of 1960 stocks held by dealers 
rose to a high of close to 2 months' 
supply. 

In early 1961 manufactm'ers trimmed 
production to bring shipments more 
nearly in line with demand. Before 
leveling off in April, dealers' inventories 
declined more than one-fifth, and then, 
as noted earlier, held at about 800,000 
new cars, seasonally adjusted, through 
the end of last year. The leveling of 
stocks was in part related to the auto­
mobile strikes that limited production 
in September and October, while the 
sharp rise in sales of automobiles in the 
final quarter of 1961 about matched the 
rising flow of cars from the factory. 
The stock-sales ratio declined to 1.6 in 

Inventory Condi t ion 
(Continued from p. 8) 

December, down about one-fifth from 
the previous high. 

Sales, and consequently, inventory 
movements at furnitine and apphance 
stores and at Imnber, building materials, 
and hardware dealers in recent years 
have shown a close association with 
residential construction activity. From 
1959 to 1960 housing outlays declined 
about one-tenth; beginning late in the 
first quarter of 1961 the rate of resi­
dential construction improved. Sales 
of furniture and apphances fell off some­
what shortlj'̂  after housing expenditures 
peaked in mid-1959 and exhibited weak­
ness throughout 1960. There has been 
a moderate pick up since the first quar­
ter of 1961. Inventories at these estab­
lishments had risen slowly beginning 
early in 1959 to reach a high of $2 
billion in mid-1960. A rapid decline, 
however, that began in September 1960 
brought the book value of inventories 
down and by April 1961 it was back to 
that of early 1959. In the past 6 
months the inventory holdings in these 
stores have been quite stable. 

Sales by lumber-building materials-
hardware dealers had been drifting 
slowly downward since 1958. Inven­
tories rose slightly between 1959 and 
1960 so that the stock-sales ratio rose 
in the second half of 1960 to a rate 
averaging about 2.6, a figure not much 
different from that in the mid-1950's. 
While sales have been improving since 
May 1961, inventories were reduced 
further, lowering the stock-sales ratio 
to about 2.5. 
Nondurables—slow growth 

The book vixlue of inventories at most 
nondurable goods stores is generally at 

record rates, as are sales. As can be 
seen in the chart, changes in stocks 
have tended to almost match sales so 
that the stock position has slowly 
slipped from about 1.3 to 1.2 months 
of sales since the pre-Korean period. 

Inventories at food stores, because 
of the perishable nature of many of 
the products carried, have a very rapid 
turnover. This factor tends to hold 
down the overall stock-sales ratio. for 
all nondurables; the ratios for apparel 
and general merchandise stores are 
higher than the average for all durable 
goods stores. It is interesting to note 
that despite the fact that many food 
stores have been increasing their diver­
sification into such nonfood lines as 
apparel, appliances, books and phono­
graph records—goods with a consider­
ably slower turnover than food prod­
ucts—the stock-sales ratio has remained 
relatively stable at 0.7. 

Apparel and general merchandise 
stocks 

Apparel stoclcs had increased from 
mid-1958 through the end of 1960 to 
a high of $3.4 billion. There was some 
decline early in 1961 but thereafter the 
rise was resumed and by November 
book values were back to the previous 
high. Sales, which had shown little 
buoyancy for two yeare, strengthened 
in recent months to reach record rates 
in the final quarter of 1961. The cm--
rent stock-sales ratio at apparel stores 
at 2.9 months has shown no significant 
trend in the last few yeare, although it 
is lower than in the 1955 recovery. 

General merchandise sales too showed 
no appreciable growth in the recent 
period until the second half of this year. 
Average sales in the final quarter of 
last year, seasonally adjusted, rose 
about 7 percent above the first quarter, 
with December setting a new high. 

Stocks at these establishments, as at 
apparel stores, rose to a high in the 
summer of 1960 and then, after a brief 
period of curtailment, rose once more 
to new highs by the fall of 1961. 
The stock position in recent years has 
been fairly stable at about 2 months of 
sales. Department store stocks this 
fall have been slightly higher relative to 
sales than in the comparable periods in 
1958 ixnd 1960. 


